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Latin  America  and  the  United  States — Problems 
of  Economic  Readjustment 

BY  OLIVE  HOLMES 


IN  the  past  six  months  the  Latin  American  na¬ 
tions  have  been  exploring  various  means  of  bring¬ 
ing  their  economic  situation  to  the  attention  of  a 
world  absorbed  with  the  graver  and  more  dramatic 
crisis  in  Europe.  Latin  American  spokesmen  have 
emphasized  the  fact  that  the  world  economic  crisis 
immediately  affects  them,  since  their  economies  are 
closely  linked  by  ties  of  trade  and  finance  with 
Western  Europe  and  the  United  States.  The  extent 
of  this  interdependence  was  illustrated  again  in  the 
post-war  period.  Despite  the  present  high  level  of 
economic  activity,  Latin  America’s  trade,  on  which 
the  prosperity  of  the  region  largely  depends,  is  in 
serious  disequilibrium.  Mounting  inflation,  in  part 
a  reflection  of  trading  difficulties,  has  made  living 
costs  in  Latin  America  as  high  or  even  higher  than 
in  the  United  States.  A  prospective  “shortage”  of 
dollars — at  least  if  measured  by  the  pent-up  de¬ 
mand  for  all  kinds  of  goods  —  appears  to  Latin 
Americans  to  jeopardize  the  ambitious  develop¬ 
ment  programs  formulated  by  the  various  nations. 

Latin  Americans  took  their  economic  anxieties  to 
two  international  assemblies:  the  fourth  session  of 
the  United  Nations  Economic  and  Social  Council, 
which  convened  in  July  1947  in  New  York,  and 
the  Inter-American  Conference  for  the  Mainte¬ 
nance  of  Continental  Peace  and  Security,  held  at 
Rio  de  Janeiro  the  following  month.  In  both  meet¬ 
ings  the  problem  was  to  overcome  the  resistance  of 
the  United  States  to  special  treatment  of  Latin 
American  economic  questions  at  the  present  time. 

In  the  Economic  and  Social  Council  Chile  pro¬ 
posed  the  establishment  of  an  economic  commis¬ 
sion  for  Latin  America  similar  to  the  regional  com¬ 
missions  created  earlier  for  Europe  and  the  Far 
East.  This  agency  would  have  the  task  of  studying 
the  problems  and  needs  of  the  Latin  American 
economy  and  coordinating  development  programs 
through  recommendations  to  the  several  govern¬ 
ments.  A  special  nine-member  committee  was  cre¬ 
ated  to  study  the  project.  Its  favorable  repntrt  was 


refeired  to  the  Economic  and  Social  Council  for 
action  at  the  next  session  in  February  1948.* 

At  Rio  de  Janeiro  several  delegations — among 
them  Argentina,  Mexico  and  Cuba’ — attempted  to 
turn  the  attention  of  the  conference  from  the  fram¬ 
ing  of  a  treaty  of  hemisphere  defense  to  considera¬ 
tion  of  insistent  economic  issues.  Their  contention 
was  that,  under  the  conditions  prevailing  in  this 
potentially  wealthy,  actually  poverty-stricken  re¬ 
gion,  economic  difficulties  have  a  signal  bearing  on 
preparedness.  In  any  program  of  hemisphere  secur¬ 
ity,  “economic  defense”  must  play  the  dominant 
role.  The  United  States  delegation,  however,  took 
the  position  that  the  representatives  of  the  Ameri¬ 
can  republics  should  not  shunt  aside  the  treaty 
issue  in  order  to  conduct  an  ill-prepared  discussion 
of  economic  matters.  This  procedural  point,  how¬ 
ever,  was  not  the  main  objection.  As  Secretary  of 
State  Marshall  explained  in  his  brief  address  of 
August  21 :  “The  United  States  has  assumed  un¬ 
usually  heavy  burdens  in  a  determined  efTort  to 
meet  the  minimum  economic  requirements  of  the 
areas  devastated  by  war  and  now  threatened  with 
starvation  and  economic  chaos.”^  This  country,  he 
continued,  is  not  insensible  to  Latin  America’s 
situation;  in  its  view  the  economic  rehabilitation 
of  Europe  is,  in  fact,  vital  to  the  economy  of  this 
hemisphere  and  should  become  a  major  objective 
of  inter-American  policy. 

In  return  for  private  assurances  that  the  United 
States  would  be  willing  to  consider  economic  ques¬ 
tions  at  a  more  appropriate  time,  Mexico  moved 
to  defer  this  troublesome  problem  until  the  ninth 
Pan  American  conference.  Originally  scheduled  to 

1.  Sec  UN  ECOSOC,  E/AC.21/15,  Ad  Floe  Committee  on 
Proposed  Economic  Commission  for  I.atin  .America,  Preliminary 
Report. 

2.  The  Cuban  dcicftation's  position  was  distinct  from  that  of 
the  other  delectations  in  that  Cuba  wanted  a  definition  of  aggres¬ 
sion  which  would  include  economic  discrimination.  Sec  Foreign 
Policy  Bulletin,  August  29,  1947. 

3.  For  text  of  the  Marshall  address,  see  .\Vm/  Yor^  Times, 
Aucust  21,  1947. 


FOREIGN  POLICY  REPORTS,  VOLUME  XXIII,  NUMBER  21,  JANU.ARY  I5,  I948 

Published  twice  a  month  by  the  ioreign  policy  association,  Incorporated,  22  East  38th  Street,  New  York  16,  N.  Y.,  U.S.A. 
BROOKS  E.MENY,  President;  vera  micheles  dean,  Editor  and  Research  Director;  blair  bolles.  Director,  Washington  Bureau; 
AUGUSTA  SHEMiN,  Assistant  Editor.  Research  Associates;  Winifred  n.  hadsel,  olive  holmes,  harold  h.  iiutcheson,  vfrnon  mc  kay, 
GRANT  S.  MCCLELLAN,  HELEN  H.  MOORHEAD,  LAWRENCE  K.  ROSINGER.  SARAH  MATTHEWS,  Librarian;  ONA  K.  D.  RINGWOOD,  Reference 
Librarian.  Subscription  Rates:  $5.00  a  year;  to  F.P.A.  members  $4.00;  single  copies  25  cents.  Entered  as  second-class  matter  on 
March  31,  1931  at  the  post  office  at  New  York,  N.  Y.,  under  the  Act  of  March  3,  1879. 

Produced  under  union  conditions  and  composed,  printed  and  bound  by  union  labor. 


FOREIGN  POLICY  REPORTS  •  JANUARY  I5,  I948 


263 


meet  January  17  at  Bogota,  the  conference  was  post¬ 
poned  until  March  30  when  it  was  found  that  the 
interval  between  the  two  conferences  was  too  short 
to  permit  adequate  preparation.  It  was  unanimous¬ 
ly  agreed  that  the  Inter-American  Economic  and 
Social  Council,  a  subsidiary  of  the  Pan  American 
Union,  should  draft  a  “basic  agreement  on  inter- 
American  economic  cooperation”  for  submission  at 
that  time."^  Meanwhile  the  formulation  of  the  Euro¬ 
pean  Recovery  Program  has  added  still  another  ele¬ 
ment  of  uncertainty  to  the  immediate  Latin  Amer¬ 
ican  outlook.  The  operation  of  the  Marshall  plan 
would  vitally  affect  these  countries  and,  conversely, 
would  be  affected  by  the  attitude  which  they  adopt 
toward  it.  There  is  no  evidence,  however,  that  the 
Latin  American  governments  have  been  genuinely 
consulted  on  the  part  they  might  be  expected  to 
play  in  the  program.  The  Bogota  conference  gives 
the  United  States  a  belated  opportunity  to  invite 
their  views. 

SHAKEDOWN  OR  BREAKDOWN.? 

The  present  precarious  situation  of  the  Latin 
American  economy,  taken  as  a  whole,  has  been 
variously  described  as  a  “shake-down”  from  the 
abnormal  conditions  of  wartime  to  normal  condi¬ 
tions.  and  as  a  major  economic  crisis.  The  latter 
view  is  probably  exaggerated.  The  problems  con¬ 
fronting  the  imperfectly  developed  Latin  American 
countries,  however,  are  more  than  problems  of  re¬ 
conversion.  Latin  America  finds  itself  in  transition 
to  a  more  stable  economic  basis.  It  would  be  in¬ 
accurate  to  describe  this  process  as  a  normal  sequel 
to  war;  for  it  began  in  the  thirties  and  was  in¬ 
terrupted,  or  rather  deflected,  by  the  war. 

The  twenty  Latin  American  countries  together 
represent  one  of  the  great  economically  under¬ 
developed  regions  of  the  world.'  It  is  hardly  nec¬ 
essary  to  say  that  among  them  wide  differences 
exist.  But  the  identity  of  their  problems,  interests 
and  objectives  seems  more  striking  than  their  in¬ 
dividual  divergences.  J^roadly  speaking,  their  situ¬ 
ation  is  that  of  an  extractive  economy,  predomi¬ 
nantly  agricultural  or  mining,  which  finds  outlets 
abroad  for  mineral,  field  or  forest  products.  Lack¬ 
ing  a  wide  variety  of  export  products  as  well  as 
large  financial  resources,  all  of  the  Latin  American 
countries  might  have  been  described  until  recently 
as  economic  satellites  of  the  industrial  powers 

4.  Inter- American  Conference  for  the  Maintenance  of  Conti¬ 
nental  Peace  and  Security,  Report  of  the  Results  of  the  Con¬ 
ference  (Washington),  Pan  American  Union  Congress  and  Con¬ 
ference  Series  No.  53,  1947,  Appendix  B,  Resolution  IX,  p.  71. 

5.  For  comprehensive  studies  of  the  Latin  American  economy, 
see  Seymour  Harris  (ed.).  Economic  Problems  of  Latin  Amer¬ 
ica  (New  York,  McGraw-Hill,  1944);  George  Wythe,  Industry 
in  iMtin  America  (New  York,  Columbia  University  Press,  1945). 


which  buy  their  raw  or  semi-processed  materials 
and  with  the  proceeds  supply  the  needs  of  Latin 
American  consumers  and  industries^  Economic 
well-being  in  any  Latin  American  country  is  there¬ 
fore  highly  sensitive  to  the  condition  of  the  world 
market  at  any  given  moment. 

INDUSTRY  :  PASSPORT  TO  STABILITY 

In  the  years  between  the  two  world  wars,  par¬ 
ticularly  since  1930,  conscious  efforts  were  made  to 
change  the  pattern  of  economic  activity  through 
industrialization.  The  development  plans  which 
a  few  governments  adopted  in  the  post-depression 
years  reflected  two  compelling  desires :  ,first,  to  in¬ 
sulate  the  economy  against  the  worst  effects  of 
fluctuations  in  the  international  market  by  supply¬ 
ing  as  many  of  the  basic  needs  as  possible  at  home; 
second,  to  raise  the  miserably  low  standard  of  liv¬ 
ing  by  developing  hitherto  neglected  sectors  of  the 
economy  and  expanding  income^  These  objectives 
—  greater  self-sufficiency  and  welfare  —  are  fairly 
definite  and  generally  accepted.  They  dictate  that 
industrialization  will  be  promoted  in  order  to 
stabilize  national  income  and  maintain  employ- 
menf  rather  than  to  increase  the  present  depen¬ 
dence  on  exports.  Where  a  considerable  use  at 
home  can  be  developed  for  new  products,  indus¬ 
trialization  temporarily  might  mean  less  rather 
than  more  participation  in  world  trade.  These  ob¬ 
jectives  also  determine  the  nature  of  new  industries 
to  be  promoted;  for  example,  industries  producing 
textiles  and  housewares,  or  processing  raw  ma¬ 
terials  for  the  local  market  will  be  encouraged  in¬ 
stead  of  those  specializing  for  export.  The  interven¬ 
tion  of  the  state  is  also  assumed,  since  much  of  the 
necessary  basic  improvements  in  power,  irrigation, 
transportation,  and  so  forth,  require  large  outlays 
of  capital  and  offer  little  immediate  return,  dfhere 
is  a  marked  trend  toward  state  capitalism,  above 
all  in  Argentina,  the  government  assuming  control 
of  public  utilities  and  becoming  a  partner  in  new 
industries  through  the  creation  of  mixed  com- 
panieii  Shifts  in  fiscal  and  commercial  policy  are 
also  required  to  stimulate  and  protect  new  indus¬ 
tries  and  to  conserve  foreign  exchange  for  absolute¬ 
ly  necessary  expenditures  on  industrial  equipment 
and  charges  on  the  foreign  loans  incurred  in  the 
process  of  industrialization.^ 

6.  Indications  arc,  however,  that  Central  American  countries 
will  continue  in  the  traditional  pattern  of  development  by  con¬ 
cession.  This  prdicy  provides  long-term  concessions  made  by 
contract  between  the  government  and  the  firm  (either  domestic 
or  foreign)  seeking  to  establish  itself,  and  often  are  accompanied 
by  monopoly  privileges  and  exemptions  from  taxation  and  cus¬ 
toms  duties.  See  UN,  Department  of  Economic  Affairs,  Prelim¬ 
inary  Report  on  Economic  Conditions  in  Central  America  and 
Some  Caribbean  Countries,  October  1947. 
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The  war  gave  impetus  to  the  development  pro¬ 
grams  in  that  the  usual  sources  of  supply  were 
closed  to  Latin  America,  foreign  competition  was 
removed,  and  loans  and  grants  from  United  States 
government  agencies  were  made  available  to  de¬ 
velop  materials  essential  for  the  prosecution  of  the 
war.  But  although  the  war  unquestionably  pro¬ 
vided  direct  benefits,  the  Latin  American  countries 
did  not  make  the  “killing”  attributed  to  them,  and 
suffered  a  number  of  harmful  effects  which  have 
only  become  obvious  in  the  past  year  and  a  half. 

ILL  EFFECTS  OF  WAR 

While  the  war  stimulated  the  establishment  of 
new  industries,  it  took  its  toll  in  real  capital  re¬ 
sources.  To  meet  the  needs  of  the  local  market  or 
those  of  the  Allies,  many  industries  were  over¬ 
extended  or  operated  on  a  nonstop  basis.  At  the 
time  maintenance,  repair  and  replacement  of  plant 
and  utility  equipment  had  to  receive  less  attention 
than  is  the  usual  practice.^  Thus  a  number  of  Latin 
American  countries,  among  them  Argentina, 
Brazil,  Mexico  and  Chile,  are  now  in  acute  need 
of  replacements  for  equipment  and  machinery 
which  have  worn  out  prematurely.®  A  more  serious 
effect  of  the  war  on  industry  was  to  stimulate  es¬ 
tablishment  of  enterprises  which  ordinarily  would 
have  been  considered  economically  unsound.  Pro¬ 
duction  of  some  industrial  chemicals,  precision  in¬ 
struments  and  equipment,  and  parts  for  diesel  en¬ 
gines,  for  example,  was  undertaken  regardless  of 
cost  and  must  now  be  liquidated  because  these  in¬ 
dustries  cannot  compete  in  world  markets.’ 
cUnquestionably  the  most  serious  consequence  of 
Latin  America’s  participation  in  the  war  was  the 
overshadowing  of  basic  development  problems  by 
the  rush  of  wartime  activityj  Industry — still  a  small 
sector  of  the  economy — absorbed  available  capital  at 
the  expense  of  agriculture  and  transport.  In  Argen¬ 
tina,  the  physical  volume  of  industrial  and  min¬ 
ing  production  increased  almost  100  per  cent 
between  1935  and  1946,  construction  increased 
60  per  cent,  livestock  and  dairy  production,  40 
per  cent,  while  arable  farm  production  remained 
stationary.*’  The  disorganized  Argentine  transport 
and  distribution  facilities  are  now  proving  sadly 
inadequate  to  the  job  of  storing  or  moving  basic 
crops  desperately  needed  at  home  as  well  as  in  the 
devastated  areas  of  Europe.  Plans  for  electrification, 
which  were  to  have  been  the  basis  of  a  number  of 

7.  See  address  of  Chilean  delegate  Hernin  Santa  Cruz  to  the 
I  N  ECOSOC,  July  15,  1947. 

8.  UN  ECOSOC  E/AC.21/W.4,  Review  of  Economic  Condi¬ 
tions  Throughout  Latin  America,  p.  14. 

9.  Ibid. 

10.  Annual  Report  of  the  Central  Bank  of  Argentina  for  1946 
(Buenos  Aires,  1947). 


new  industries  in  Uruguay  and  Chile,  where  coal 
and  oil  are  in  short  supply,  were  also  set  back.** 
Wartime  industry,  which  siphoned  off  capital  that 
might  have  been  used  in  more  constructive  ways, 
“far  from  helping  to  solve  our  problems,  has  suc¬ 
ceeded  only  in  aggravating  them  seriously,”  de¬ 
clared  the  Chilean  delegate  to  the  Economic  and 
Social  Cx)uncil.*^ 

The  inflation  now  prevailing  in  Latin  America 
also  had  its  roots  in  wartime  conditions.  Inflation¬ 
ary  pressures  were  generated  by  a  considerable  rise 
in  the  value  of  exports  which  was  not  balanced  by 
an  increase  in  imports.  Allied  purchases  of  raw  ma¬ 
terials,  expenditures  for  military  purposes  and  war¬ 
time  development  projects,  and  so  forth,  contrib¬ 
uted  to  a  rise  in  demand  which  supply  was  not  suf¬ 
ficiently  elastic  to  meet.  Latin  American  countries 
were  flooded  with  foreign  exchange.  This  was 
converted  into  local  currency,  thus  increasing  cen¬ 
tral  bank  reserves  and  the  credit  of  domestic  banks. 
Increased  government  spending  helped  to  intensify 
the  inflationary  process,  and  government  controls 
did  little  to  check  it. 

The  war,  in  addition,  wrought  considerable 
changes  in  Latin  America’s  over-all  pattern  of 
trade.  Just  before  1939  Britain  and  the  countries 
on  the  continent  accounted  for  about  45  per  cent 
of  Latin  American  exports  and  imports.  This  trade 
was  concentrated  in  Argentina,  Brazil,  Uruguay, 
Chile,  Bolivia  and  Venezuela.  The  United  States’ 
share  of  trade  amounted  to  approximately  33  per 
cent.  Trade  between  the  Latin  American  countries 
themselves  was  not  especially  significant,  imports 
from  within  the  area  being  10  per  cent  of  total  im¬ 
ports.  During  the  war  trade  with  Europe,  of  course, 
was  curtailed  or  eliminated,  intra-Latin  American 
trade  expanded  threefold,*’  and  the  position  of  the 
United  States  in  the  foreign  trade  of  the  twenty 
republics  was  noticeably  enlarged.  Our  share  in 
their  export  trade  rose  from  33  to  56  per  cent  be¬ 
tween  1938  and  1944;  and  by  1944  the  United 
States  was  supplying  about  60  per  cent  of  Latin 
America’s  imports.*"*  In  the  post-war  period  the 
European  countries  have  been  unable  to  recover 
their  pre-war  trading  position,  partly  owing  to  their 
failure  to  restore  export  production  and  partly  to 
Latin  American  reluctance  to  accept  payment  in 

11.  Review  of  Economic  Conditions,  cited,  p.  14. 

12.  Address  of  the  Chilean  delegate  to  the  UN  ECOSOC,  cited. 

13.  Imports  from  within  the  area  in  1944  were  27  per  cent. 
Trade  did  not  decline  sharply  after  the  war.  In  1946  Argentina 
bought  21  per  cent  of  its  imports  from  Latin  America;  Peru, 
21  per  cent;  Ecuador,  29  per  cent;  Chile,  42  per  cent. 

14.  Review  of  Economic  Conditions,  cited,  pp.  15-17;  also 
O.  K.  I).  Ringwood  and  Olive  Holmes,  “Latin  American  Trade 
in  Pre-War  and  War  Periods,”  Foreign  Policy  Reports,  April  i, 

194s. 
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currencies  which  could  not  be  used  for  purchases 
in  the  United  States. 

In  summary,  the  war  and  its  aftermath  did  not 
prove  an  unmixed  blessing  for  Latin  America.  Al¬ 
though  economic  activity  boomed,  industry  pros¬ 
pered,  and  exports  stood  at  higher  levels  than  ever 
before,  this  happened  at  some  expense  to  the  long¬ 
term  needs  of  the  economy.  iLatin  America  came 
out  of  the  war  more  vulnerable  than  ever  before 
to  fluctuations  in  world  demand  for  its  products 
if  it  is  considered  that  prosperity  now  depend¬ 
ed  almost  entirely  on  the  course  of  events  in  the 
United  States^ 

PROBLEMS  OF  READJUSTMENT 

Of  the  problems  which  now  beset  Latin  Ameri¬ 
can  countries,  partly  as  an  outgrowth  of  the  war, 
inflation  is  the  most  serious  in  its  connotations  for 
economic  and  political  stability.  Virtually  no  Latin 
American  country  has  escaped  a  degree  of  inflation¬ 
ary  pressure,  although  some  have  suffered  less  than 
others.*’  in  Venezuela  and  Uruguay  the  cost  of  liv¬ 
ing  indices  show  only  slight  increases,  but  those 
of  Brazil,  Bolivia,  Chile,  Mexico,  Peru,  and  Argen¬ 
tina  after  1944,  indicate  a  rapid  rise  in  pricesj  These 
discrepancies,  however,  are  deviations  in  type  from 
a  fairly  general  pattern  of  inflation.  In  addition  to 
the  inflationary  pressures  caused  by  unbalanced 
trade  during  the  war  and  investments  directly  or 
indirectly  related  to  the  war,  other  factors  were  at 
work.  Also  responsible  were  government  develop¬ 
ment  expenditures  financed  by  borrowing,  especial¬ 
ly  in  Mexico  and  Chile;  budgetary  deficits  caused 
either  by  an  increase  in  current  administrative  ex¬ 
penditures,  as  in  Argentina  and  Brazil,  or  a  decline 
in  revenue  from  import  duties;  increased  invest¬ 
ment  by  foreign  enterprises  in  the  extractive  indus¬ 
tries;  and,  finally,  a  boom  in  residential  building, 
particularly  marked  in  Brazil  and  Chile,  into 
which  the  large  profits  accruing  from  rising  prices 
found  their  way. 

INFLATION :  PUBLIC  ENEMY  NO.  I 

Inflationary  forces  did  not  slacken  with  the  end¬ 
ing  of  the  war.  Contrary  to  expectations  Latin 
American  exports  continued  to  be  in  high  demand, 
the  total  value  of  exports  rising  to  record  heights 
in  1946.  The  inflation  might  have  been  checked 
when  the  supply  situation  in  the  United  States 
eased  in  mid-1946,  making  a  larger  volume  of  ex¬ 
ports  to  Latin  America  possible.  At  that  point  the 
Latin  American  governments  were  confronted 
with  a  choice  either  of  allowing  consumer  goods 

15.  UN  Department  of  Economic  Affairs,  Survey  of  Current 
Injlauonary  and  Deflationary  Tendencies  (New  York),  Series 
A,  No.  2,  September  1947,  p.  83. 
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to  flow  into  the  country,  at  the  cost  of  expending 
the  reserves  of  gold  and  foreign  exchange  which 
might  otherwise  be  used  to  finance  imports  of  cap¬ 
ital  equipment  needed  for  development  programs, 
or  of  holding  back  and  suffering  greater  inflation 
in  the  interest  of  ultimate  diversification.  Policy¬ 
makers  were  committed  to  the  latter  course  of  ac¬ 
tion.  In  the  last  half  of  1946  Latin  American  im¬ 
ports  doubled  in  volume  over  the  same  period  in 
the  previous  year.  To  be  sure,  poor  administration 
of  exchange  controls  allowed  large  quantities  of 
“non-essential”  goods  to  slip  through  the  web;  to 
the  extent,  however,  that  these  were  investment 
or  luxury  goods,  such  as  automobiles,  the  pressure 
on  the  market  for  necessities  of  life  was  not  re¬ 
laxed.  Continuation  of  large-scale  development  pro¬ 
jects  in  some  countries,  and  of  private  investment 
delayed  during  the  war  and  now  undertaken  as 
machinery  orders  were  filled,  contributed  to  inten¬ 
sification  of  the  inflation. 

Now,  however,  in  Mexico  and  Brazil  a  deflation¬ 
ary  trend  has  set  in.  Notes  in  circulation  in  Mexico 
increased  more  than  four-fold  between  1939  and 
1946.  Since  then  the  amount  of  currency  in  circula¬ 
tion  has  slightly  receded  and  the  restriction  of  bank 
credit  has  produced  a  mild  deflation.**’  It  is  esti¬ 
mated  that  the  peso,  now  pegged  at  4.85  to  the 
dollar,  if  left  uncontrolled  might  fall  to  less  than 
seven.*^  The  Mexican  government  is  pledged  un¬ 
der  the  Bretton  Woods  agreement  to  maintain  the 
peso’s  present  rate.*®  Brazil  has  also  experienced  an 
extraordinary  increase  in  note  circulation  which 
rose  to  four  times  its  pre-war  level  between  Decem¬ 
ber  1939  and  December  1946.  Monetary  inflation 
stemmed  from  Brazil’s  enormous  export  surpluses 
in  the  war  years.  These  had  increased  from  $14 
million  in  1940  to  $359  million  in  1946.  The  internal 
purchasing  value  of  the  cruzeiro  has  fallen  to  pos¬ 
sibly  half  its  value  in  relation  to  the  dollar,  and 
Brazilian  production  costs,  according  to  one  esti¬ 
mate,  have  since  1939  increased  90  per  cent  in  com¬ 
parison  with  those  prevailing  in  the  United  States, 
12  per  cent  in  relation  to  those  of  Great  Britain, 
and  26  per  cent  in  comparison  with  those  of  Argen¬ 
tina.*’*  That  foreign  producers  have  not  thereby 
benefited  at  the  expense  of  Brazilian  industry  is 
ascribed  only  to  production  difficulties  abroad  and 
the  imposition  of  import  restrictions  in  Brazil. 

16.  The  restriction  of  bank  credit,  however,  has  operated  to 
produce  a  black  market  in  capital  and  interest  rates  said  to  be 
as  high  as  25-30  per  cent  annually. 

17.  “Mexico  Holds  to  Its  Programme,”  The  Economist  (Lon¬ 
don),  October  4,  1947. 

18.  The  Mexican  government  recently  obuined  from  the  Inter¬ 
national  Monetary  Fund  a  credit  of  S22.5  million  to  stabilize 
the  peso. 

19.  “Brazil  in  Transition,"  The  Economist,  August  9,  1947. 
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Until  the  end  of  1944,  inflation  in  Argentina, 
despite  the  large  increase  in  net  exports  and  the 
budgetary  deficit,  was  relatively  modest.  One  rea¬ 
son  for  this  was  the  fact  that  the  shipping  shortage 
reduced  grain  exports  and  permitted  greater  con¬ 
sumption  at  home.  After  1944  grain  exports,  and 
the  price  of  grain,  rose  steeply,  thus  contributing  to 
a  rapid  rise  in  the  cost  of  living.  Continued  deficit 
spending  on  the  part  of  the  government,  particu¬ 
larly  for  heavy  secret  defense  appropriations,  also 
help  to  account  for  the  inflation.  Currency  in  cir¬ 
culation  increased  from  4.507  billion  pesos  in 
December  1944  to  9.733  billion  pesos  in  May  1947. 
From  1944  to  June  1947  living  in 

Buenos  Aires  rose  56.6  per  cent  and  it  is  estimated 
that  in  the  year  ending  July  1947  alone  living  costs 
had  gone  up  roughly  40  per  cent  for  the  average 
person,  this  during  a  period  when  the  “flow  of  im¬ 
ports  was  beginning  to  mop  up  money,”  and  de¬ 
spite  the  flight  of  capital  from  Argentina  believed 
to  be  about  4  billion  pesos.’® 

DISLOCATION  OF  TRADE 

cMore  alarming  for  Latin  Americans  in  its  future 
implications  is  their  new  found  dependence  on 
trade  with  the  United  States,  which  has  been 
pointed  up  by  an  import  surplus  in  the  past  year 
and  a  half  and,  in  some  countries,  virtual  depletion 
of  dollar  reservesj  Exports  in  the  post-war  period 
have  held  up  far  better  than  could  have  reasonably 
been  expected  when  the  war  ended.  High  eco¬ 
nomic  activity  in  the  United  States  was  reflected 
in  continued  demand  for  Latin  American  export 
products,  and  the  United  States  in  1946  actually 
bought  more  from  this  area  than  in  any  war  year. 
American  relief  expenditures  and  loans  for  Europe 
had  a  part  in  maintaining  Latin  American  sales  in 
1946.  Another  factor  explaining  high  exports  was 
the  failure  of  alternative  sources  of  supply,  such  as 
Philippine  sugar  and  Malayan  tin,  to  renew  com- 
p>etition.  The  spectre  of  large  post-war  unmarket¬ 
able  surpluses  of  raw  materials  which  had  haunted 
Latin  America  through  the  war  did  not  materialize. 

The  inevitable  readjustment  was  also  delayed 
over  a  year  by  a  shortage  of  goods  for  which  Latin 
America  was  in  the  market.  Only  in  the  second 
half  of  1946  was  the  United  States  able  to  meet 
this  demand.  Meanwhile  gold  and  foreign  ex¬ 
change  assets  reached  a  peak  of  almost  $5  billion  in 
September  1946.^’ 

20.  For  studies  of  the  Argentine  financial  situation,  see  “Ar¬ 
gentina’s  Two  Faces,”  The  Economist,  September  20  and  27, 
1947;  also  "Argentina’s  Economic  Outlook,”  The  World  Today 
(New  York,  Royal  Institute  of  International  Affairs),  September 
1947;  and  Robert  Rennie,  "Argentine  Fiscal  Policy,”  Inter- 
American  Economic  Affairs,  June  1947. 

21.  “Latin  America’s  Dollars,”  National  City  Bank_  Monthly 
Letter  (New  York),  August  1947. 


By  1947  situation  had  changed  radically. 
Latin  America  in  1946  had  a  net  import  surplus 
with  the  United  States  of  more  than  $200  million. 
In  the  same  year  its  export  surplus  with  other 
countries  was  at  least  $i  billion.  In  1947,  however, 
the  import  surplus  with  the  United  States  was  run¬ 
ning  at  a  rate  of  $1.7  billion  annually  (not  includ¬ 
ing  dividend  and  interest  charges  or  freight  pay¬ 
ments),  a  figure  greatly  exceeding  the  export  sur¬ 
pluses  with  other  countries.  United  States  exports 
per  week  in  October  were  $77  million;  while  those 
of  Britain,  its  leading  competitor  in  these  markets, 
during  the  first  nine  months  of  1947  were  running 
at  the  rate  of  $25  to  $30  million.  In  the  first  ten 
months  of  the  year  just  past.  United  States  exports 
to  Latin  America  amounted  to  $3.2  billion,  as  com¬ 
pared  with  imports  of  only  $1.8  billion. 

These  inflated  imports  from  the  United  States 
represent  purchases  postponed  during  the  war  and 
“hence  a  deferred  balancing  of  our  wartime  ac¬ 
counts  with  the  Latin  American  countries.”’*  In 
the  meantime,  however,  the  purchasing  power  of 
the  dollar  reserves  which  Latin  American  countries 
accumulated  from  the  sale  of  products  at  “coop¬ 
erative”  prices  (that  is,  negotiated  prices  which  may 
not  fully  have  reflected  prevailing  cost  and  price 
relationships)  has  contracted.  Following  the  aboli¬ 
tion  of  most  price  controls  in  mid-1946,  prices  in 
the  United  States  advanced  considerably;  by  mid- 
1047  the  wholesale  price  index  for  manufactured 
goods  had  risen  more  than  75  per  cent  since  August 
!93g.’'jAt  the  same  rime  rising  prices  in  the  United 
S'ates  have  been  responsible  for  the  current  high 
prices  obtained  for  Latin  American  exports.  Weigh¬ 
ing  all  these  factors  in  the  balance,  a  United  Na¬ 
tions  report  concludes,  however,  that  the  terms  of 
trade  have  probably  worked  to  the  disadvantage 
of  Latin  AmericaJ"* 

In  the  first  half  of  1947  Latin  American  exchange 
balances  were  being  drawn  upon  at  a  rate  of  over 
$100  million  monthly;  by  October  they  had  fallen 
to  less  than  $3.5  billion  from  the  peak  of  close  to  $5 
billion  in  1946.^'  Almost  $i  billion  of  these  reserves, 
three  and  one-half  to  four  times  as  large  as  pre-war 
assets,  were  held  in  blocked  sterling  or  other 
currency  which  could  not  be  converted  to  cover  the 
deficit  incurred  in  trade  with  the  United  States. 
The  decline  has  been  concentrated  in  gold  and 
dollar  holdings.  But  there  is  considerable  variation 
in  the  situation  of  individual  countries:  i)  because 
of  the  uneven  distribution  of  these  reserves;  and 

22.  Ihid. 

23.  Review  of  Economic  Conditions,  cited. 

24.  Ihid. 

25.  “Latin  America’s  Dollars,”  cited. 
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2)  because  of  the  nature  and  direction  of  current 
trade. 

Argentina,  Cuba,  Venezuela,  Uruguay  and 
Brazil  held  more  than  four-fifths  of  the  war  assets, 
and  paradoxically  Argentina,  the  largest  seller,  has 
suffered  the  greatest  drain.  Between  October  15, 
1946  and  June  15,  1947  its  reserves  fell  nearly  $500 
million  and  although  in  October  1947  it  reportedly 
still  held  $1,026  billion,  only  about  $376  million  of 
this  were  gold  and  dollar  holdings,  the  balance  be¬ 
ing  held  mainly  in  blocked  sterling  earmarked  for 
the  purchase  of  British-owned  railways  in  that  coun- 
try.^^  Another  factor  in  falling  reserves  were  the 
purchase  of  the  telephone  system  and  the  liquidation 
of  the  foreign  debt,  initial  steps  in  the  process  of 
achieving  the  “economic  independence”  which  the 
nationalist  Peron  government  promised  the  people. 
Argentina’s  deficit  in  its  trade  with  the  United 
States  was  approximately  $440  million  by.  the  third 
quarter  of  1947.  Ikazil  also  faces  an  imminent  dol¬ 
lar  shortage;  its  trade  in  the  first  half  of  1947 
was  overcast  by  a  growing  import  surplus  with  the 
United  States,  which  at  the  present  time  supplies  60 
per  cent  of  that  country’s  imports  as  compared  with 
6  per  cent  supplied  by  the  United  Kingdom.  Brazil’s 
gold  reserves  amounted  to  $354  million  in  Septem- 

I  her.  Beside  this  (part  of  which  represents  the 
gold  backing  for  the  note  issue),  Brazil  in  Sep¬ 
tember  possesseel  net  foreign  exchange  of  $^21  mil¬ 
lion,  of  which  at  least  $250  million  were  sterling  or 
inconvertible  currencies.  The  Banco  do  Brasil  held 
S70  million  in  the  United  States  where  there  may 
have  been  several  more  millions  in  Brazilian  ac¬ 
counts. 

'  Mexico’s  large  import  surplus  with  the  United 
States  is  draining  the  reserves  of  $376  million  which 
had  accrued  at  the  end  of  the  war.  In  1945  it  was 
S54  million,  in  1946,  $145  million,  and  in  late  1947 
it  was  running  at  the  rate  of  about  $190  million.^’ 
In  September  1947  the  Bank  of  Mexico  held  $117 
million  in  dollar  balances  and  Mexican  holdings  in 
this  country  were  estimated  to  be  approximately 
Sioo  million.  The  reserves  of  the  Andean  re¬ 
publics  were  also  melting  away,  and  even  Colom¬ 
bia  had  lost  almost  one-half  of  its  gold  and  dollar 
assets.’®  In  contrast,  Cuba  and  Venezuela,  whose 

)  high-priced  oil  and  sugar  exports  have  continued 
in  high  demand,  maintained  their  position. 

26.  Ibid. 

j  27.  According  to  United  States  figures,  however,  the  Mexican 
import  surplus  in  the  first  ten  months  of  1947  had  reached 
$300  million. 

28.  By  the  third  quarter  of  1947  Colombia's  gold  and  foreign 

I  exchange  had  fallen  from  the  peak  of  $187  million  in  February 

j  1946  to  $104  million. 


DOLLARS  AND  DEVELOPMENT 

{The  balance-of-payment  difficulties  arise  from  the 
fact  that  the  Latin  American  countries  are  buying 
more  from  the  United  States  than  they  sell  and  sell¬ 
ing  more  to  the  rest  of  the  world  than  they  buy> 
Until  mid-1947  they  were  able,  under  certain  con¬ 
ditions,  to  convert  their  current  sterling  earnings 
into  dollars.  Broadly  speaking,  the  United  States 
loan  to  Britain,  together  with  the  balances  these 
countries  had  accumulated  during  the  war,  made 
it  possible  for  them  to  continue  this  abnormal  vol¬ 
ume  of  purchases  from  the  United  States.  Now, 
however,  the  supply  of  dollars  is  increasingly  being 
limited  to  current  income  from  exports  or  the  pro¬ 
ceeds  of  such  investments  and  loans  as  can  be  ob¬ 
tained.  While  the  United  States  in  1946  purchased 
more  from  this  region  than  from  any  other  area 
and  in  any  war  year,^‘^  Latin  America’s  share  in 
total  United  States  imports  has  declined  from  40 
per  cent  during  the  war  years  to  36  per  cent. 

What  Latin  Americans  want  in  reality  is  a  con¬ 
tinuance  of  war-inflated  prosperity  that  raised  na¬ 
tional  incomes,  exports,  profits  and  wages  to  un¬ 
precedented  heights.  They  profess  to  see  warnings 
of  less  prosperous  times  ahead  in  “an  already  seri¬ 
ous  contraction”  of  demand  for  certain  agricultural 
and  mineral  products  and  in  the  fact  that  prices 
of  a  few  important  export  commodities  have  shown 
a  very  slight  tendency  to  waver  in  the  past  year.^° 
Hence  they  are  reviewing  the  entire  field  of  eco¬ 
nomic  policy  to  discover  how  they  can  conserve 
dollars  for  the  urgent  requirements  of  industrial 
growth,  locate  new  markets  and  finance  their  pro¬ 
gram  of  diversification. 

Within  recent  months  Chile,  Argentina,  Cuba, 
Mexico,  Peru  and  Brazil  have  progressively  tight¬ 
ened  up  imports  and  foreign  exchange  controls. 
Consequently,  the  drain  on  dollars  slackened  some¬ 
what  in  the  second  half  of  1947,  except  in  Argen¬ 
tina,  and  in  September  and  October  a  slight  in¬ 
crease  occurred.  Complaining  that  “the  savings  of 
the  Mexican  people  accumulated  during  the  war 
are  being  used  to  purchase  nonessential  articles, 
thus  wasting  the  economic  possibilities  of  the  na¬ 
tion,”  Secretary  of  Finance  Ramon  Beteta  on  July 
10  announced  a  temporary  embargo  on  imports  of 
luxury  articles  such  as  automobiles,  and  an  increase 
in  import  duties  on  items  considered  nonessential.^* 
The  new  Import  Control  Commission  stated  on 
September  24  that  $36,536,979  had  been  “saved” 

29.  Grace  Withcrow,  “U.S.  World  Trade  in  1946,”  Foreign 
Commme  Weef^ly,  May  17,  1947. 

30.  Ad  Hoc  Committee  on  Proposal  Economic  Commission 
for  Latin  America,  Preliminary  Report,  cited. 

31.  New  York.  Times,  July  ii,  1947. 
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under  the  new  restrictions.^*  Argentina  on  July  9 
set  up  strict  control  over  the  export  of  capital,  while 
relaxing  restrictions  on  capital  imports.  Following 
the  suspension  of  sterling  convertibility  by  Britain, 
its  best  customer,  the  Argentine  government  on 
August  21  imposed  a  total  embargo  on  imports 
pending  further  study,  and  later  susjiended  ship¬ 
ments  of  canned  meat  to  Britain.  This  embargo  was 
subsequently  relaxed.^^  Several  governments  have 
also  taken  steps  to  restrict  note  circulation — of  which 
Brazil’s  bonfire  of  100  million  cruzeiros  in  April 
1947  most  spectacular;  to  discourage  loans 

by  commercial  banks  for  speculative  purchases  of 
imports,  as  in  Mexico;  to  increase  taxes;  and  to 
overhaul  price  control  policies  where  they  still 
exist.^^ 

RESORT  TO  BILATERALIS.M 

Recent  trade  and  tariff  measures  indicate  a  trend 
toward  defensive  bilateralism.  Mexico  has  an¬ 
nounced  a  completely  revised  tariff  schedule  to  be¬ 
come  effective  December  12,  advancing  rates  on  no 
less  than  5,000  items  on  a  new  ad  valorem  basis  re¬ 
quired,  it  was  claimed,  by  rising  prices.  The  decree 
was  approved  by  unanimous  vote  of  the  Mexican 
Congress  on  November  jP  This  will  have  the 
effect  not  only  of  conserving  exchange  but  of  ob¬ 
taining  additional  revenues,  estimated  at  $30.9  mil¬ 
lion,  and  of  giving  Mexican  producers  of  clothing, 
shoes,  foodstuffs,  chemicals,  and  so  forth,  the  pro¬ 
tection  from  foreign  competition  for  which  they 
have  been  clamoring.  On  December  15  the  Mexican 
government  invoked  the  escape  clause  contained 
in  the  1942  agreement  wdth  the  United  States  in 
order  to  raise  duties  on  twelve  categories  of  goods 
imported  from  the  United  States  to  levels  higher 
than  those  prevailing  before  the  1942  agreement 
was  reached.^'’  Simultaneously  Mexico  is  reported 
to  be  contemplating  barter  arrangements^’  where- 

32.  Ibid.,  September  25,  1947. 

33.  Sew  Yor/(  Herald  Tribune,  August  22,  1947.  On  Septem¬ 
ber  13  the  embargo  was  eased  to  permit  the  importation  of  oil, 
steel  and  basic  chemicals.  Canned  meat  shipments  were  also  re¬ 
sumed  later.  .As  this  report  went  to  press,  the  Argentine  gov¬ 
ernment,  in  the  course  of  current  Anglo-Argentine  negotiations, 
was  threatening  to  cut  off  meat  exports  again,  unless  Britain 
would  agree  to  make  payment  in  dollars.  Sew  YorI(  Times, 
December  31,  1947. 

34.  Chile  and  Argentina  have  taken  energetic  measures  to  re¬ 
duce  speculation  and  hold  down  prices.  On  August  22  President 
Gonzalez  of  Chile  obtained  extraordinary  powers  from  Congress 
to  put  an  end  to  “gigantic  speculation  in  wheat,  flour  and 
bread,"  reorganize  public  administration  and  increase  produc¬ 
tion.  The  Argentine  government  on  October  17  decreed  an 
emergency  tax  on  excess  profits  which  will  replace  existing  price 
ceilings  on  textiles,  hats,  shoes,  furnishings,  and  so  on. 

35.  New  Yorl{  Herald  Tribune,  November  18,  1947;  Hispano- 
americano  (Mexico  D.F.),  November  14,  1947. 

36.  Journal  of  Commerce  (New  York),  December  16,  1947. 

37.  New  Yorl{  Herald  Tribune,  November  12,  1947. 


by  its  silver,  cotton,  meat,  wax,  henequen  and  other 
products  not  readily  disposable  in  the  United  States 
can  be  exchanged  for  foodstuffs  and  manufactures. 

Brazil  has  announced  its  intention  of  making 
similar  revisions  in  its  tariff  rates  to  counterbalance 
the  depreciation  of  the  cruzeiro  that  has  occurred 
since  1934  when  the  prevailing  specific  rates  were 
adopted,  and  has  brought  about  a  47  per  cent  re¬ 
duction  of  revenue  derived  from  import  duties. 
Under  the  terms  of  the  Geneva  trade  agreement  to 
which  Brazil  is  a  signatory,  the  government  may 
not  make  any  adjustment  amounting  to  more  than 
40  per  cent  over  present  basic  rates.^® 

Although  Argentina  has  not  recently  undertaken 
any  revision  of  the  tariff,  nontariff  controls  have 
been  adopted,  such  as  export  quotas  enabling  the 
country  to  use  its  agricultural  products  more  effec¬ 
tively  in  bargaining  with  other  countries,  and  prior 
exchange  controls  and  import  quotas  to  protect 
and  promote  domestic  industry.*^  As  a  spur  to  trade 
the  Peron  government  has  concluded  a  network  of 
bilateral  trade  agreements  with  European  and  Latin  , 
American  nations,  some  of  which,  like  the  wheat-  I 
jute  deal  with  India,  contain  barter  provisions.'*”  | 
In  the  course  of  the  London  and  Geneva  meet¬ 
ings  of  the  Preparatory  Commission  created  to  draft  | 
the  charter  of  an  International  Trade  Organization,  j 
the  protectionist  features  of  Latin  American  trade 
policies  more  than  once  brought  countries  of  that 
area  into  sharp  disagreement  with  the  United  I 
States.  As  sjxikesmen  for  the  underdeveloped  areas 
of  the  world  they  have  claimed  a  right  to  make  j 
special  discriminatory  arrangements  in  order  to  | 
promote  a  delayed  industrial  growth.  The  United  I 
States,  as  leading  spokesman  for  industrial  export-  ) 
ing  powers,  has  advocated  the  removal  of  restric-  j 
tions  on  trade.  Specifically,  thF~ controversy  has  1 
turned  on  the  resort  to  quantitative  import  controls.  1 
Jn  contending  that  measures  to  encourage  infant  j 
industries  should  be  confined  to  the  accepted  de-  1 
vices  of  protective  tariff  duties  and  subsidies,  rather  j 
than  quantitative  controls,  the  United  States  is  ac-  1 
tually  registering  its  objection  to  bilateral  trading  * 
arrangements,  as  opposed  to  multilateral  agree-  [ 
ments^  | 

The  latter,  however,  are  viewed  by  underdevel-  t 

38.  A'ew  Yorl{  Herald  Tribune,  October  31,  1947.  I 

39.  Argentina — Eonomic  Situation  in  tg46  (Washington,  U.S.  * 

Department  of  Commerce),  International  Reference  Service, 
October  1947,  p.  18.  I 

40.  In  the  past  two  years  Argentina  has  concluded  23  com-  I! 

mercial  and  financial  agreements,  and  negotiations  on  several  ( 
new  agreements  are  in  progress.  The  project  for  a  limited  cus-  I 
toms  union  contemplated  in  the  Argentine-Chilean  agreement  f 
of  1946  and  the  creation  of  a  customs  union  with  Bolivia  gives  1 
basis  for  the  belief  that  the  Peron  government  hopes  to  establish  ) 
a  regional  customs  union  with  as  many  South  American  nations  j 
as  will  participate.  L 
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oped  countries  as  means  whereby  the  more  highly 
developed  countries  may  continue  to  dominate  their 
economies.  The  compromise  that  was  worked 
out  at  Geneva  to  permit  underdeveloped  countries 
to  employ  restrictive  measures  only  by  prior  ap¬ 
proval  of  the  International  Trade  Organization 
has  failed  to  satisfy  those  states,  like  Argentina, 
whose  policy  has  been  to  promote  economic  devel¬ 
opment  by  state  controls.  The  Latin  American  re¬ 
volt  at  the  Havana  Conference  on  Trade  and  Em¬ 
ployment  was  expressed  in  terms  ranging  from 
mild  to  jingoistic.'**  The  Mexican  delegate.  Finance 
Secretary  Ramon  Beteta,  spoke  for  mobilized  pub¬ 
lic  opinion  throughout  Latin  America  when  he 
said  on  November  7:  “As  long  as  nations  with 
notorious  industrial  predominance  and  nations 
wholly  or  partially  deprived  of  industry  co-exist, 
flexible  measures  will  be  necessary  which,  without 
losing  sight  of  the  general  objective,  are  adapted  to 
the  realities  of  each  country.”'*^ 

FOREIGN  LOANS  AND  DOMESTIC  WELFARE 

Linked  with  the  problem  of  trade  policy  is  that 
raised  by  the  financial  requirements  of  the  far- 
reaching  programs  of  economic  development  on 
which  many  Latin  American  countries  embarked 
before  or  during  the  war.  In  the  long  run  the  Latin 
American  countries  must  finance  their  industrial¬ 
ization  out  of  current  proceeds  from  exports.  That 
is,  they  will  require  a  continuing  high  level  of  ex¬ 
ports  of  goods  and  services  in  order  to  pay  for  the 
imported  equipment  required  by  new  industries 
and  to  service  the  foreign  loans  incurred  in  the 
process  of  industrialization.  The  question  might  be 
asked  at  the  outset,  therefore,  whether  they  may 
expect  both  to  curtail  imports  and  to  maintain  or 
raise  exports.  If  any  considerable  number  of  coun¬ 
tries  were  to  embark  on  this  policy,  the  answer 
would  be  clearly  no. 

The  Latin  American  development  programs  as 
presently  conceived  require  recourse  to  foreign 
borrowing.  Since  foreign  borrowing  commits  the 
future  balance  of  payments,  the  type  of  investment 
regarded  as  desirable  becomes  important.  The  needs 
for  capital  investment  arc  theoretically  unlimited 
in  Latin  America.  It  is  conservatively  estimated 
that  the  area  could  absorb  between  $5  and  $6  bil¬ 
lion  in  the  first  post-war  decade.^^  But  as  Professor 

41.  See  Argentine  delegate  Diego  Molinari’s  statement  attack¬ 
ing  United  States  “monopoly  capitalism,”  New  Yorl(  Times, 
December  4,  1947;  also  account  of  amendments  submitted  by 
Argentina,  Ecuador  and  Costa  Rica  defending  regional  prefer¬ 
ential  trade  agreements.  La  Prensa  (New  York),  December  3 
and  4,  1947. 

42-  “Mexico  cn  la  Habana,”  Hispanoamericano,  November  14, 

1947. 

43-  Of  this  amount  $3-$3.5  billion  must  come  from  foreign 
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Buchanan  has  pointed  out  in  his  useful  essay.  Inter¬ 
national  Investment  and  Domestic  Welfare,  some 
of  these  needs  or  potential  opportunities,  when 
measured  by  the  standard  of  immediate  yield,  seem 
to  have  distinct  limitations.'*'*  In  determining  the 
allocation  of  their  resources  Latin  American  coun¬ 
tries  have  had  to  make  what  must  have  been  ex¬ 
tremely  difficult  choices  between  various  projects — 
those  promising  an  immediate  income  yield,  pre¬ 
ferably  strengthening  the  foreign  exchange  posi¬ 
tion  by  increasing  exports,  and  those  no  less  urgent 
projects  whose  income-creating  contribution  is  in¬ 
direct,  such  as  an  irrigation  project,  or  even  as 
seemingly  remote  as  a  program  for  technical  edu¬ 
cation.  Various  considerations — including  that  of 
political  advantage — have  impelled  many  govern¬ 
ments  to  concentrate  on  productive  and  welfare  in¬ 
vestments  of  the  second  type,  despite  the  possibility 
they  raise  of  future  exchange  difficulties. 

Both  from  the  point  of  view  of  Latin  America, 
as  potential  borrower,  and  the  United  States,  as 
the  chief  potential  lender  in  the  years  immediately 
ahead,  a  large  foreign  investment  program  along  his¬ 
torical  lines  presents  serious  difficulties.  Some  Amer¬ 
ican  experts  question  whether  Latin  America  either 
needs  or  can  safely  absorb  the  volume  of  foreign 
capital  which  the  development  programs,  taken  as 
a  whole,  require.  These  authorities  do  not  accept 
the  prevailing  Latin  American  view  that  domestic 
capital  is  so  “scarce”  that  no  considerable  econ6mic 
development  can  be  financed  out  of  local  savings.^’ 
•Industrial  development,  if  left  to  foreign  capital, 
will  have  further  inflationary  effects,  it  is  felt,  un¬ 
less  national  savings  and  manpower  are  channeled 
away  from  unproductive  operations  into  new  in¬ 
dustrial  enterprises.;  In  this  connection,  competent 
observers  have  criticized  local  tax,  tariff  and  in¬ 
vestment  policies,  and  the  seeming  tendency  of 
Latin  American  governments  “to  seek — almost  to 
demand”  favorable  action  from  the  United  States 
while  failing  themselves  to  take  action  on  matters 
within  their  exclusive  province)^*^ 

CONTRASTING  POINTS  OF  VIEW 

The  respective  positions  of  the  United  States  and 
Latin  American  governments  have  been  sufficiently 

sources,  the  remainder  deriving  from  internal  savings.  Eugene 
Staley,  World  Economic  Development  (Montreal,  International 
Labor  Office,  1944),  p.  75. 

44.  Norman  S.  Buchanan,  International  Investment  and  Do¬ 
mestic  Welfare  (New  York,  Holt,  1945),  pp.  109-10. 

45.  See,  for  example,  Frank  W.  Fetter,  “The  Need  for  Post¬ 
war  Foreign  Lending,”  American  Economic  Review,  March 
1943;  Sanford  Mosk,  “Financing  Industrial  Development  in 
Mexico,”  International  Economic  Affairs,  June  1947. 

46.  Acierto,  “A  Marshall  Plan  for  Latin  America,”  Inter- 
American  Economic  Affairs,  September  1947. 
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formulated  to  indicate  what  are  the  most  impor¬ 
tant  matters  on  which  consultations  between  the 
American  republics  will  turn.  (From  the  Latin 
American  point  of  view,  these  may  be  summarized 
as  follows:  i)  action  designed  to  encourage  the 
maintenance  of  a  high  level  of  Latin  American  ex¬ 
ports;  2)  assurance  of  financial  cooperation  in 
stabilizing  the  monetary  system  and  developing  the 
economy;  and  3)  recognition  that  the  peculiar 
problems  of  underdeveloped  countries  require  spe¬ 
cial  treatment,  involving  a  degree  of  state  inter¬ 
vention  unknown  in  the  more  gradual  develop¬ 
ment  of  the  older  industrial  economies.  The  United 
States,  for  its  part,  wants:  i)  Latin  American  co¬ 
operation  in  meeting  Western  European  needs  for 
goods,  to  relieve  this  country  of  a  portion  of  the 
burden  of  supply;  2)  an  investment  outlet  in  that 
region  with  the  assurance  that  productive  capacity 
will  be  developed  in  the  “traditional”  pattern  of 
private  enterprise;  and  3)  adequate  guarantees  for 
foreign  investments.^  ^ 

A  MARSHALL  PLAN  FOR  LATIN  AMERICA.^ 

The  European  response  to  Secretary  of  State 
Marshall’s  suggestion  of  June  5  that  the  countries 
of  that  continent  join  in  working  out  a  mutual 
basis  of  cooperation  for  rehabilitation  found  an  im¬ 
mediate  echo  in  Latin  America.  To  the  extent  that 
the  urgent  need  in  both  regions  is  to  build  up  the 
productive  capacity  of  the  economy,  Latin  Amer¬ 
ica’s  situation  as  an  underdeveloped  area  is  held 
to  be  similar  to  the  situation  of  devastated  Europe. 
In  the  ensuing  months  Latin  Americans  indulged 
in  some  rather  wishful  thinking  concerning  the 
possibility  that  a  parallel  program  might  be  worked 
out  for  their  countries.  A  Colombian  proposal  sub¬ 
mitted  to  the  Pan  American  Union  on  November 
8,  for  consideration  at  the  Bogota  conference,  per¬ 
haps  the  most  carefully  formulated  of  these  ideas, 
would  provide  for  a  loan  of  $5  billion  from  the 
United  States,  repayable  in  thirty  years,  and  the  es¬ 
tablishment  of  an  Inter-American  Finance  Cor¬ 
poration  to  stabilize  the  monetary  systems  of  the 
participating  nations  and  to  make  loans  in  order  to 
increase  production  and  to  help  eliminate  restric¬ 
tions  on  international  trade.^’ 

The  United  States,  however,  has  not  been  recep¬ 
tive  to  proposals  for  special  treatment  of  this  sort 
for  Latin  America.  Jt  has  indicated  a  preference 
for  working  through  the  existing  machinery  for 
consultation,  economic  development  and  financial 
aid,  rather  than  by  means  of  new  arrangements 
either  of  a  regional  nature  or  under  the  aegis  of 
the  United  Nations^  President  Truman  expressed 

47.  'Sew  Yor^  Times,  November  9,  1947. 


American  policy  in  his  address  at  the  closing  ses¬ 
sion  of  the  Rio  de  Janeiro  conference,  when  he 
said:  “Here  [Western  Hemisphere]  the  need  is  for 
long-term  economic  collaboration.  This  is  a  type  of 
collaboration  in  which  a  much  greater  role  falls 
to  private  citizens  and  groups  than  is  the  case  in 
a  program  designed  to  aid  European  countries 
to  recover  from  the  destruction  of  war.”'**  In  con¬ 
sidering  the  allocation  of  American  resources,  the  1 
Administration  believes,  moreover,  that  European 
reconstruction  must  take  precedence  over  Latin 
American  development,  {or  investment  in  Europe, 
where  the  bases  of  the  industrial  economy  already 
exist,  will  contribute  more  to  expanding  world  in-  '' 
come  than  a  similar  expenditure  in  Latin  America. 

While  the  lion’s  share  of  assistance  in  Latin 
American  development  must  fall  to  private  enter¬ 
prise,  according  to  the  Administration,  it  may  be 
supplemented  by  loans  and  credits  from  established 
public  lending  institutions.  The  Export-Import 
Bank,  established  in  1934  to  promote  exports,  dur-  ' 
ing  and  after  the  war  made  sizeable  loans  for 
specific  projects  to  various  Latin  American  coun¬ 
tries,  and,  by  exception,  loans  for  currency  stabil¬ 
ization.  The  balance  of  undisbursed  credits  author¬ 
ized  by  the  Bank  for  Latin  American  countries 
amounts  to  $245  million  and  its  uncommitted  cap¬ 
ital  reserves  are  approximately  $800  million.'*^  Con-  ' 
ceivably  its  resources  will  continue  to  be  available 
for  financing  exports  of  equipment  and  technical 
services.  Currency  stabilization  undertakings,  how¬ 
ever,  are  regarded  as  the  proper  function  of  the  l 
United  States  Treasury  or  the  International  Mon-  I 
etary  Fund.'®  A  potentially  larger  source  of  capital  I 
for  industrial  development  is  the  International  j 
Bank  for  Reconstruction  and  Development,  which 
currently  has  under  study  applications  for  loans  f 
from  the  Mexican  and  Chilean  governments.  Of 
the  Bank’s  paid-in  capital,  however,  only  $725  mil¬ 
lion  is  in  United  States  dollars  and  these  will  be 
needed  in  conjunction  with  the  European  Recovery 
Program  under  which  it  is  hoped  that  the  Bank 
will  finance  some  $3  billion  of  European  purchases  i 
in  the  coming  four-year  period. vLatin  Americans 
feel  it  will  be  a  long  time  before  their  needs  will 
figure  importantly  in  the  allocation  of  the  Bank’s 
resource^  Under  their  terms  of  reference  neither 
the  Export-Import  Bank  nor  the  International  Bank  / 
will  lend  dollars  except  for  authorized,  specific  pro¬ 
jects.  According  to  its  own  statement,  moreover,  the  | 

48.  For  text  of  President  Truman’s  address,  sec  Sew  York  | 

Times,  September  3,  1947.  | 

49.  Export-Import  Bank,  Fourth  Semiannual  Report  to  Con-  I 

gress  for  the  Period  fanuary-June  1947  (Washington,  I947)>  I 
p.  4.  i 

50.  International  Bank  for  Reconstruction  and  Development,  . 

Second  Annual  Report,  1946-47  (Washington,  1947).  r 
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I  latter  Bank’s  funds  represent  only  a  small  fraction 
I  of  what  will  be  required  by  developing  areas,  and 
its  lending  policy  is  based  on  the  premise  that 
sound  development  must  rely  on  private  foreign 
capital. 

Since  government  credit  operations  are  not  to  be 
a  substitute  for  private  foreign  capital,  it  is  im¬ 
perative  that  broad  agreement  be  reached  as  to  the 
terms  on  which  United  States  investment  capital 
will  operate  in  Latin  American  countries.  An  inter¬ 
national  investment  code.  Chapter  XII  of  the  draft 
Charter,  is  under  discussion  at  the  Havana  Trade 
Conference  which  would  provide  “widest  oppor¬ 
tunities”  and  security  for  new  and  existing  foreign- 
controlled  enterprises.  It  does  not,  however,  require 
signatory  nations  to  change  existing  restrictive  leg¬ 
islation,  and  for  this  reason  seems  to  American 
business  to  perpetuate  discriminatory  practices  al¬ 
ready  in  effect,  to  the  point  of  encouraging  “en¬ 
forced  nationalization  of  private  foreign  invest¬ 
ment.”'*  The  Bogota  conference  offers  another  op¬ 
portunity  to  reconcile  the  Latin  American  and 
United  States  positions.  In  the  draft  agreement  on 
basic  economic  cooperation  which  the  Inter-Amer¬ 
ican  Economic  and  Social  Council  will  submit  to 
the  conference,  there  will  be  a  chapter  on  invest¬ 
ment  procedure.'^  It  is  based  on  the  findings  of  a 
}  subcommittee  which  in  July  drew  up  a  set  of  far- 
l  reaching  recommendations  for  the  elimination  of 
I  double  taxation,  multiple  exchange  rates,  and  other 
I  discriminatory  arrangements,  and  also  suggested 
I  budgetary,  tax,  banking  and  other  reforms." 

I  In  view  of  bitter  past  experience,  the  necessity  of 
I  moving  beyond  mere  expression  of  good  intentions 
I  to  an  agreement,  which  takes  into  account  Latin 
I  American  realities,  cannot  be  too  strongly  urged. 
United  States  business  interests  might  be  well- 
advised  to  accept  arrangements  emphasizing  Amer¬ 
ican  technical  assistance,  conceivably  on  a  fixed  fee 
basis,  or  which  lead  ultimately  to  Latin  American 
ownership  of  the  enterprise.  Furthermore,  Latin 
/  American  countries  should  not  put  themselves  in 

51.  F/nti/  Declaration  oj  Thirty-Vonnh  Kational  Foreign  Trade 
Cunrention  (New  York,  National  Foreign  Trade  Council), 
October  1947,  pp.  20-1. 

52.  Inter-American  Economic  and  Social  Council,  Memoran¬ 
dum  (Washington,  D.C.,  Pan  American  Union),  (mimeo- 

i  graphed),  December  19,  1947. 

53.  Ibid.,  Informe  y  recomendaciones  sohre  principios  que 
regulan  la  utilizacion  de  capitales  de  inversion,  July  1947,  p.  48. 


the  position  where,  by  making  easy  commitments 
impossible  of  realization  in  practice,  their  good 
faith  is  called  into  question. 

•NEED  FOR  PERSPECTIVE 

The  questions  at  issue  between  the  Latin  Amer¬ 
ican  countries  and  the  United  States  fall  into  three 
related  categories:  maintenance  of  a  high  level  of 
exports,  conditions  of  trade,  and  conditions  of  loans 
and  investments.  As  for  the  first,  the  best  service 
the  United  States  can  render  Latin  America  at  the 
moment  is  to  avoid  a  serious  depression  in  this 
country  which  would  force  exports  down,  send 
prices  tumbling,  and  put  men  out  of  work  in  that 
area.  Eventually,  it  is  hoped,  the  European  Recov¬ 
ery  Program  will  restore  Latin  American  markets 
in  Europe  and  redress  the  balance  of  payments.  In 
setting  forth  the  conditions  of  trade  and  invest¬ 
ment,  according  to  Assistant  Secretary  of  State 
Norman  Armour,  “there  is  a  large  field  for  inter- 
American  economic  cooperation,  and  there  is  like¬ 
wise  a  large  field  for  national  action  to  m.ake  that 
cooperation  effective.”'"* vjt  devolves  on  the  United 
States  to  adopt  a  commercial  policy  consonant  with 
our  unprecedented  creditor  status^  Meanwhile, 
there  is  much  that  Latin  America  can  do  without 
outside  assistance  to  correct  conditions  which  now 
impede  economic  development. 

The  region’s  problems  are  not  primarily  of  the 
war’s  making;  they  arise  from  centuries  of  uneven 
or  misdirected  economic  development.  If  there  is 
temptation  on  the  part  of  the  governments  of  the 
other  American  republics  to  ascribe  these  problems 
entirely  to  the  effect  of  the  war,  and  to  expect  the 
United  States  to  reward  their  war  service  by  com¬ 
ing  to  the  rescue  now,  it  is  perhaps  because  they 
have  been  led  by  us — with  good  intentions — to 
expect  this.  They  may  legitimately  complain  that 
Washington’s  courtship  of  them  during  the  war  is 
only  surpassed  by  Washington’s  subsequent  neg¬ 
lect.  The  Bogota  conference  will  probably  accept 
the  principle  that  it  is  the  duty  of  the  American 
republics  to  engage  in  economic  cooperation.  Even 
if  technical  detail  must  be  left  until  a  later  date, 
the  meeting  will  have  served  a  purpose  if  it  suc¬ 
ceeds  in  setting  inter-American  relations  in  their 
proper  perspective. 

54.  “Economic  Aspects  of  the  Bogota  Conference,”  Depart¬ 
ment  of  State  Bulletin,  December  21,  1947,  p.  1216. 
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Latin  America  in  the  Marshall  Plan 


By  Olive  Holmes  and  Ona  K.  D.  Rincwood 

partial  solution  to  Latin  America’s  balance-of- 
payments  problem  is  encompassed  in  the  triangu¬ 
lar  trading  arrangements  of  the  proposed  Euro¬ 
pean  Recovery  Program  (ERP).  The  United 
States,  in  making  some  of  the  purchases  called  for 
by  the  program  in  the  other  American  nations, 
expects  to  ease  the  burden  of  supply  upon  its  own 
economy  while  drawing  on  the  aggregate  produc¬ 
tion  surplus  in  the  Western  Hemisphere  for  goods 
Europe  desperately  needs,  and  providing  exchange 
to  dollar-short  Latin  America.; 

For  Latin  Americans  the  principal  interest  of 
the  ERP  lies  in  the  contemplated  offshore  pro¬ 
curement  program.  The  Paris  Committee  of  Euro¬ 
pean  Economic  Cooperation  (CEEC)  estimated 
that  the  participating  nations  would  need  almost 
$15  billion  worth  of  food  and  fertilizer,  timber  and 
other  imports  such  as  cotton,  nonferrous  metals, 
hides,  and  so  forth,  from  the  American  continent, 
excluding  the  United  States,  during  the  four-year 
period,  1948-51.  It  further  anticipated  that  the 
net  deficit  in  trade  with  Canada  and  the  Latin 
American  countries  would  be  almost  $6  billion  for 
the  entire  period,  and  about  $2  billion  in  1948. 
After  studying  price  levels,  availability  of  supplies 
and  prospects  of  other  financing,  the  Administra¬ 
tion  revised  the  CEEC  estimate  upward  in  this 
respect.  In  his  message  of  December  19  President 
Truman  asked  Congress  to  empower  the  Admin¬ 
istration  to  spend  between  $6,788  and  $8,001  billion 
in  an  offshore  procurement  program,  of  which 
$2,615  billion  would  be  appropriated  for  the  fifteen- 
month  period  beginning  April  i,  1948. 

The  foregoing  estimate  is  based  on  the  Adminis¬ 
tration’s  belief  that  the  United  States,  by  financing 
a  portion  of  the  anticipated  export  surplus  of  the 
other  American  countries,  can  also  improve  their 
ability  to  help.  President  Truman  in  his  message 
called  on  these  governments  to  supply  Europe 
$1.7  billion  between  1948  and  1951  in  the  form 
of  grants-in-aid,  credits,  or  sales  at  prices  lower 
than  those  prevailing  in  the  market.  They  would 
be  asked  to  authorize  $700  million  in  grants  or 
credits  in  the  coming  fifteen-month  period.  Ex¬ 
ports  to  the  Marshall  plan  area  from  this  region 
might  have  to  be  one-quarter  again  as  large  as 
1946  shipments.  The  program  calls  not  only  for 
shipments  to  Europe  of  over  9  million  tons  of 
bread  grains  from  the  other  American  countries  in 
1948-49  but  also  for  a  reduction  of  Argentine  wheat 
prices  equivalent  to  a  credit. 


It  is  obvious  that  the  procurement  program  con¬ 
fers  disadvantages  as  well  as  advantages  upon 
Latin  America.  The  immediate  question  is  whether 
Latin  America  can  meet  the  export  target  it  estab¬ 
lishes.  Argentina,  for  example,  is  experiencing  an 
absolute  decline  in  production  of  wheat,  rye,  barley 
and  other  cereals  for  reasons  related  to  politics  and 
the  government  grain  monopoly,  lack  of  agricul¬ 
tural  and  transport  machinery,  and  inefficient 
methods  of  land  tenure.  To  increase  substantially 
cereal  and  other  agricultural  exports  requires  a 
many-pronged  attack  on  longstanding  problems. 
Washington  has  intimated  that  for  essential  pro¬ 
duction,  such  as  Chilean  nitrates,  the  “tools  of  pro¬ 
duction’’  will  be  available.  For  some  products, 
however,  it  will  be  necessary  to  determine  whether 
or  not  it  would  be  more  expeditious  and  econom¬ 
ical  to  supply  these  facilities  directly  to  Europe. 

The  principal  Latin  American  objection  to  the 
European  program,  as  it  applies  to  these  countries, 
derives  from  the  fear  that  it  will  further  curtail 
their  purchases  of  industrial  equipment  and  re¬ 
placements  here,  regardless  of  whether  export  “set- 
asides”  and  priorities  are  reimposed.  The  Admin¬ 
istration  assumes  that  Latin  American  require¬ 
ments  from  the  United  States  will  differ  from  those 
of  European  countries  in  that  more  consumer 
goods  will  be  included  in  exports  to  Latin  America. 

In  this  connection  it  is  expected  that  direct  Eu¬ 
ropean  shipments  to  Latin  America  will  increase 
as  the  program  progresses.  Without  the  restoration 
of  European  sources  of  supply  and  markets  the 
present  economic  difficulties  of  Latin  America  can 
find  no  permanent  solution.(The  ERP  would  serve 
only  partially  to  restore  equilibrium;  for  a  food- 
’  importing  nation  like  Mexico,  which  does  not 
carry  on  a  large  volume  of  trade  with  Europe, 
it  appears  to  offer  little  help  in  reducing  the  im¬ 
port  surplus  with  the  United  Statesj^When  it  is 
recalled,  too,  that  the  majority  of  Latin  Americans 
live  permanently  on  the  marginal  subsistence  level 
to  which  many  Europeans  are  temporarily  re¬ 
duced,  it  is  clear  that  the  other  American  republics 
do  not  have  a  large  surplus  of  resources  with  which 
to  support  extensive  aid  to  Europe,)  Latin  Amer¬ 
ica’s  alternative  to  accepting  the  conditions  of  the 
Marshall  program,  however,  would  be  to  take 
refuge  in  economic  autarchy,  with  its  accompany¬ 
ing  sacrifices  in  real  income  and  consequent  polit¬ 
ical  instability. 


